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The Australian Accounting Research Foundation (AARF) recently issued Legislative Policy 
Discussion Paper No.4 which proposes a framework for financial reporting by Australian incorporated 
associations.This paper comments on both the merits and deficiencies of the proposal.  In particular it 
notes that the proposal simply advocates that the application of differential reporting, accounting 
standards, and the conceptual framework be imposed on incorporated associations by amended 
statutes.  It is noted that in light of long experience in the corporate sector, he espoused benefits of 
such a move may not eventuate.  Further, concern is expressed that the proposal is a blank cheque one 
because of the inadequacy of existing relevant accounting standards and the proposal to introduce new 
relevant standards.  Another major defect in the proposal is that it emanates from accountants who 
acknowledge in their conceptual framework, the need for external reports to report on performance 
through both financial and non-financial reporting methods.  Despite that acknowledgment, the 
standard set of external reports prepared by accountants do not measure performance as defined in 
their own conceptual framework (SAC 2) and in their auditing pronouncements (AUP 33), and they 
have restricted their domain to financial reporting (SAC 2).  Accordingly the proposal appears to be 
seriously deficient and it is suggested that it be rejected and a new proposal be prepared by a 




The Australian Accounting Research Foundation (AARF) recently issued Legislative Policy 
Discussion Paper No.4 which proposes a framework for financial reporting by Australian incorporated 
associations.  AARF has invited comment on that paper.  The objective of this paper is to comment 
on both the merits and deficiencies of the proposal and to suggest that it be amended substantially. 
 
The remainder of this paper is divided into four sections: an outline of the proposed framework; 
comments in an accounting context; comments in a wider context; conclusions. 
 
AN OUTLINE OF THE PROPOSED FRAMEWORK 
 
The discussion paper proposes legislative changes to the Associations Incorporation Acts (AIA or 
equivalent) in Australia's states and territories, in order to impose differential financial reporting on 
them (p.ix).  This would be consistent with the current requirement of differential financial reporting 
by relevant Australian corporations, under the Corporations Act. 
 
In the accounting context, differential reporting means that entities which are deemed to be reporting 
entities must comply with applicable Australian accounting standards and the Australian accounting 
conceptual framework (APS 1 and s.226 Australian Securities Commission Act 1989).  The rationale 
for excusing non-reporting entities from complying with accounting standards and the conceptual 
framework is contained in Statement of Accounting Concept No.1 (SAC 1) and in SAC 3.  The later 
sets out certain qualitative characteristics of financial information, and constraints on same, including 
cost-effectiveness.  A strong argument against requiring small businesses and other small entities to 
provide the same detailed financial reports as large entities has been the costs involved and the limited 
benefits to be derived from such reports.  Thus entities are divided into two categories: reporting 
entities ie. those entities in respect of which it is reasonable to expect the existence of users dependent 
on general purpose financial reports for information which will be useful for them for making and 
evaluating decisions about the allocation of scarce resources (SAC 1, para.40) and, non-reporting 
entities ie. all other entities.  The financial reports that non-reporting entities produce are usually 
deemed to be special purpose financial reports (as distinct from general purpose financial reports) 
which need not comply with accounting standards and the conceptual framework, provided they are 
appropriately endorsed (APS 1, para.19).  
 
Why are the relevant statutory changes being considered?  There are two reasons. 
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First, the inconsistencies between the reporting requirements of the Associations Incorporation Acts in 
the various Australian states and territories are logically undesirable, are inconsistent with the trend 
towards a national approach in most forms of regulation, and are inconsistent with the SAC 3 
(Qualitative Characteristics of Financial Information) requirement of comparability. 
 
The second reason is to give legislative backing to applicable accounting standards.  At present, 
Australia has two sets of accounting standards: AASs (those issued by the accountancy profession) and 
AASBs (those issued by the Australian Accounting Standards Board).  While the two sets of 
accounting standards are quite similar, the AASs could at best be imposed by the professional 
accountancy bodies on their members only.  Thus, in the past, many persons who were not members 
of the professional accountancy bodies (eg. company directors who are responsible under the 
Corporations Law, for preparing corporate accounts) were able to ignore applicable accounting 
standards, with the result that quite often rather creative accounting reports were issued.  To overcome 
this problem, the companies acts were amended to give statutory backing to approved accounting 
standards.  Subsequently approved accounting standards became known as AASBs and the companies 
acts were replaced by the Corporations Act and statutory backing for relevant accounting standards 
continued.    
 
Legislative Policy Discussion Paper No.4 seeks to extend to incorporated associations, the system of 
financial reporting that has been imposed on companies by the Corporations Law, and on 
non-corporate entities by fiat of the professional accountancy bodies. 
 
COMMENTS IN AN ACCOUNTING CONTEXT 
 
In one sense, Legislative Policy Discussion Paper No.4 has done very little.  It has simply proposed 
giving statutory backing to the application of differential reporting (and hence applicable accounting 
standards) to certain incorporated associations.  It does not contain a detailed proposed system of 
accounting or financial reporting by incorporated associations. 
 
On the one hand, such a proposal has merit, but on the other hand it does raise some concerns.  Each 
of these will be considered below. 
 
The merit in the extant proposal is that it seeks to obtain agreement in principle without the distraction 
of debate about the detail.  In principle, the proposal has the advantage of that greater comparability 
between financial and audit reports of different incorporated associations may occur to the extent 
possible under the broad drafting of existing accounting and auditing standards (Henderson and 
Pierson, 1988, p.150).  The benefit of having more comparable financial reports is that comparisons 
may be made between similar entities in order to evaluate the performance of those entities and their 
governing bodies.  Similarly, providing legislative support for the uniform application of relevant 
auditing pronouncements should improve the meaningfulness of relevant audit reports.  Audit reports 
such as "We, the auditors, have examined the financial reports of the XYZ Association and certify that 
they are in accordance with the underlying financial records" are quite common, provide expensive 
false assurance and are fairly meaningless.  Improvement in various aspects of the audit of many 
incorporated associations is highly desirable. 
 
However, in light of lengthy relevant experience of the corporate sector, imposing the application of 
accounting standards may not overcome associations' comparability problems because of the broad 
drafting of accounting standards and because of the accounting choices usually permitted within them. 
 For example, Bosh (1985), as chairman of the former National Companies and Securities 
Commission: 
 
.... likened existing accounting standards to an elastic measuring tape, providing a measure 
which could be stretched as far as a company wished.  They provided no consistent guide 
 3  Working Paper No. PONC56 - QUT 
 
to the profits of companies.  Single differences in the application of standards `can be 
greater than $100 million dollars and can be greater than the total annual profits shown by 
a company'. 
 
The accounting discipline is also seriously deficient in another respect.  That deficiency means that 
even if accounting standards were imposed on Australia's incorporated associations, adequate 
management accountability is unlikely to occur.1  In respect to perquisites, managers have a 
propensity to be quite generous with themselves (eg. Godfrey, Hodgsen, Holmes, and Kam, 
1994, p.237).  Accordingly Schedule 5 to the Corporations Regulations require disclosure of 
directors' remuneration (clause 25).  In addition, shareholders can require more detail by 
requiring directors to disclose their emoluments (s.239).  The deficiency with these 
requirements is in Australian accounting pronouncements there is no general or specific 
guideline or directive on classification of relevant expenditures, even though classification is 
fundamental to accounting (eg. Martin, 1990 p.3 and National Association of Accountants, 
1959 p.1)2
 
 This contrasts with the situation in tax accounting in which the dominant purpose 
test has long been applied. 
Discussion Paper No.4 acknowledges that some incorporated associations have substantial 
turnovers and assets.  Thus their financial accountability is important to a large number of 
users and general purpose financial reports would be necessary.  Thus ensuring a high 
quality of such reports is imperative.  The discussion paper seeks to promote that quality of 
reporting.  However, given the deficiencies in Australian accounting standards which were 
discussed above, it is questionable whether the imposition of compliance with extant 
accounting standards (or ones of a similar style) is going to overcome the comparability 
problem that Discussion Paper No.4 relies on so heavily to justify the proposal, or overcome 
the accountability problem discussed in chapter 8 of the Industry Commission Draft Report 
(1994). 
 
A concern about introducing merely a framework for financial reporting by incorporated 
associations, is that it may be tantamount to writing a blank cheque.  This is because once 
a requirement to be bound by an indeterminant set of accounting standards has been 
accepted, that set may later be expanded and so involve substantially more financial 
reporting (and expense) than was required when the policy was adopted.  For example, 
AAS 1 requires reporting entities to issue a profit and loss statement or other operating 
statement whereas its counterpart AASB 1018 requires only a profit and loss account.  
Originally AAS 1 only required a profit and loss statement, but as accountants sought to 
extend the application of their accounting standards to non-business entities, so the scope 
of AAS 1 was extended.  Unfortunately, the notion of operating statement has not been 
satisfactorily developed 3
 
.  For example, what does the "bottom line" in an operating 
statement mean? If legislators are to impose accounting standards on incorporated 
associations, then it is highly desirable that they have clear meaning and value.  At present 
that is not the case and so the existing set of accounting standards is unlikely to be the one 
that will apply to incorporated associations for very long.  In fact, the Industry Commission 
notes (p.180) that "The PSASB has recently added a project on financial reporting by 
not-for-profit entities to its agenda".  Thus the proposal is a blank cheque proposal. 
The above blank cheque concern is substantiated further, for example, on page x of the 
                                            
1  This problem is not unique to incorporated associations. 
2  Consistent with its fundamental importance in accounting, classification requirements pervade Australian accounting 
pronouncements, but there are none in the context of differentiating between expenditures which are management 
remuneration and those which are other legitimate corporate expenses. 
3  Perhaps the reason that AASB 1018 does not refer to operating statements is not that the draft-persons could not conceive 
of a non-profit corporation, but rather that they considered the concept of an operating statement had not been adequately 
developed. 
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Overview to the Discussion Paper which states that the details of reporting requirements ".... 
will be addressed by the Public Sector Accounting Standards Board (PSASB) of the 
Australian Accounting Research Foundation in its project on financial reporting by 




The other general concern with the proposal is the subjectivity associated with deciding 
which incorporated associations will be required by law, to issue general purpose financial 
reports and hence comply with applicable accounting standards.  The discussion paper 
does not advocate any particular method of deciding but canvasses (p.29) four possibilities: 
 
1. determination by the association's Management committee 
2. arbitrarily based criteria 
3. identification by the Registrar on a case by case basis  
4. court order where members are dissatisfied with the classification adopted through one 
of the above processes (see pp.x and 36).  
 
The discussion paper suggests (p.36) that option 3 in conjunction with option 4 is the most 
practical.  Unfortunately, option 4 above casts the onus of initiating litigation on dissatisfied 
members and therefore is an impediment to the effective operation of such a system.  
Consistent with the first page of the Discussion Paper, the above options ignore the 
possibility of allowing members to decide (eg. annually) what type of reporting system they 
want5
 
.  This is consistent, for example, with the option that members of exempt proprietary 
limited companies have in respect of (annual) general meetings (s.245) and audits 
(s.326(1)).  If there is a demand for external reports of the quality of general purpose 
financial reports (eg. from creditors and government agencies) then management 
committees are likely to recommend to members that annual reports to members should be 
the same general purpose financial reports. 
Finally, there is an assumption implied in the Discussion paper, that accounting standards 
alone provide an adequate financial reporting framework for corporate reporting entities.  
That assumption may reflect the accountancy profession's pride in its own pronouncements, 
but it is not a universal view.  For example, companies are required to comply not only with 
accounting standards, but also with Schedule 5 to the Corporations regulations, and in some 
cases, the Listing Requirements of the Australian Stock Exchange.  From Section 4.4.1 of 
the Discussion Paper, it is clear that one objective of the Legislative Committee of AARF is 
to bring the external financial reporting of incorporated associations which are reporting 
entities into line the external financial reporting requirements of other corporations, 
particularly those which come within the ambit of the Corporations Law.  On that basis then, 
why should the external financial reporting framework for incorporated associations which 
are reporting entities not include the Schedule 5 provisions? One positive answer to that 
question is the proposal to abolish Schedule 5 and to incorporate its provisions in 
accounting standards.  Such a move may not enjoy universal support. 
                                            
4  That statement also implies that non-financial reporting will not be considered and that accountants will dominate the 
market for external reporting by incorporated associations. 
5  The entire Discussion paper is based on the premise that an external reporting system must be imposed on members 
rather than encouraging members to chose a system. For example, the first paragraph of the Discussion paper (p.x) states 
".... to consider the appropriate financial reporting requirements that should be imposed on associations". 
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COMMENTS IN A WIDER CONTEXT 
 
Why do incorporated associations report externally? SAC 2 (The Objective of Financial 
Reporting) suggests the following reasons that entities report externally: 
 
The community interest is best served if scarce resources controlled by reporting 
entities are allocated to those entities which will use them in the most effective 
and efficient manner in providing goods and services. .... Members of the 
community make resource allocation decisions in respect of reporting entities - 
that is, they make reasoned choices among alternative uses of scarce resources. 
 For example, .... owners/members of reporting entities decide whether they 
should contribute resources to the entity and who should manage the entity on 
their behalf.(para.12) 
 
Providers of resources want to know whether the reporting entity is achieving the 
objectives which formed the reason for the provision of resources in the past and 
is operating economically and efficiently and using resources as prescribed.  
(para 21.) 
 
Parties performing review or oversight services of interest to members of the 
community want to know whether the reporting entity has been operating in the 
interests of such members (para. 25.  Paragraph 24 also provides a similar 
objective in respect of recipients of goods and services who are the third and final 
class of users of financial reports identified in SAC 2). 
 
Does the proposed framework for financial reporting by incorporated associations fulfil the 
above objectives? The answer is "No".  As acknowledged in SAC 2 (and above), a very 
important question in the minds of members of associations and other interested parties is 
whether those entities are achieving to the extent possible, the objectives for which they 
were established and are maintained (eg. SAC 2, para. 21) Industry Commission, 1994, 
p.175.  Financial reports do not answer such questions, particularly in the case of 
not-for-profit entities.  This is acknowledged in SAC 2 (para. 10) which states: 
 
Financial reporting encompasses the provision of financial statements and related 
financial and other information.  Financial reports .... are the principal means of 
communicating financial information about a reporting entity to users.  However, 
other information can best be provided, or can only be provided, outside financial 
reports. ....  
 
Thus financial reports are only part of an external reporting system.  Unfortunately, like 
every pronouncement by the Australian accountancy profession (except one), Legislative 
Policy Discussion paper No.4 is concerned only with financial reports and the audit of same 
(eg. see "Objective" statements, p.ix and p.1).  External reporting, particularly by 
not-for-profit entities, should emphasise non-financial reporting if it is to inform users of 
those reports about how those entities are performing eg. the extent to which the entities' 
objectives are being achieved.  AUP 33 (Performance Auditing) acknowledges that: 
 
·there are three elements of performance - effectiveness, efficiency, and economy6
                                            
6  The draft report of the Industry Commission (1994, p.176) notes the desire of at least some parties, for information about 
the performance of charitable organisations, and refers to "effectiveness' and "efficiency". 
.  Thus it 
implies that net profit may be a satisfactory measure of the effectiveness of an entity 
only if its sole objective were profit maximisation (as was a premise of economics 
many years ago).  However, "profit" or operating surplus is not a measure of the 
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effectiveness of not-for-profit entities.  Unfortunately the Discussion Paper seems to 
accept (p.2) that the objective of external reporting by incorporated associations is 
merely to ".... enable members to check on their officers or to provide outsiders with a 
statement of the associations' financial affairs or both". 
 
·many entities (including not-for-profit entities) need a system of non-financial performance 
measures.  These are likely to be better measures of effectiveness than financial 
reports. 
 
AUP 33 describes how non-financial performance measurement requires the adoption of 
objectives-related criteria for evaluating performance and the use of measures for each of 
the criteria being used.  Management accounting theory also advocates the use of multiple 
performance measures (including non-financial measures) in order to avoid the 
dysfunctional consequences of using a single financial performance measure.  A similar 
approach is also advocated in other disciplines such as strategic management, human 
resource management, and public sector management (eg. Argenti, 1989; Baird et al, 1982; 
Philp, 1990; Kaydos, 1991; Hicks 1981). 
 
Is Legislative Policy Discussion Paper No.4 invalid? The answer is "No", but its scope is 
severely limited and therefore it should not be adopted without substantial revision.  If it 
goes ahead in its present form then external reporting by incorporated associations may well 
suffer badly from goal displacement.  That is, the preparation and promulgation of financial 
reports will be seen as satisfactory external reporting.  As already acknowledged herein, 
that is incorrect.  The problem acknowledged in the performance reporting literature is that 
only that which can be measured easily, will be measured and consequently financial 
outcomes may displace non-financial outcomes as the objectives of many not-for-profit 
organisations (eg. Staunton and Hagan, 1989, p.50).  The result is or will be that many 
incorporated associations will not justify their raison d'etre. 
 
Why is Legislative Policy Discussion Paper No.4 so deficient? The answer is that it has been 
prepared by accountants, for accountants.  The situation can be explained in terms of 
agency theory (Watts and Zimmerman, 1978) as follows: 
 
·accountants see external reporting as their domain and the source of their livelihood; 
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·a premise on which accountants operate is conservatism or prudence.  They provide 
neutral financial reports and leave the interpretation of them and the evaluation of 
entities and management to users of those reports; 
 
·accordingly, accountants have avoided involving themselves in non-financial performance 
evaluation/reporting; 
 
·by taking the initiative in respect of external reporting by incorporated associations, 
accountants are likely to determine the form of external reporting by incorporated 
associations, ensuring that it emphasises their domain of financial reporting, thus 
generating more revenue for themselves without disrupting their tradition of restricting 
themselves to debits and credits alone; 
 
·similarities can be drawn between AARF's political approach to Legislative Policy 
Discussion Paper No.4 and the political approach it used in introducing the accounting 
conceptual framework - introduce innocuous aspects of the relevant framework, and 
once they are accepted, introduce the more detailed and possibly less acceptable 
consequences.  Regulators should take cognisance of the belated (and expensive) 
rejection of the fourth stage of the accounting conceptual framework by the Group of 
1007
 
 and therefore should be wary of any sectional or political approach in respect of 
external reporting by incorporated associations. 
Associating the regulation of external reporting with accountants' self interest is not a new 
concept.  In additional to the earlier reference herein to regulatory capture, accountants' self 
interest has, for example, been suggested as the motivation for the development of 
international accounting standards (Taylor, 1987). 
 
Accountants' extant view of external reporting is only one perspective (eg. see Balkaoui, 
1985 regarding paradigms of accounting).  Those responsible for the regulation of 
incorporated associations should not be limited to that perspective.  Much interest has been 
shown in the notion of regulatory capture by accountants (eg. Walker, 1987) and regulators 




The legislative policy committee of AARF and the author of the Discussion Paper should be 
commended for their work in identifying relevant inconsistencies between the external 
reporting requirements of the various AIAs in Australia.  
 
While there is much merit in AARF's attempt to improve the external reporting by Australia's 
incorporated associations, it is important that accountants do not monopolise decisions 
about the external reporting system to be adopted.  Emphasis must be placed on the 
objective of external reporting not the self interest of the accountancy profession. 
 
Consideration should also be given to a simpler solution to the problem addressed by the 
Discussion Paper.  Given that the same external reporting framework is being advocated 
for incorporated associations as is required by the Corporations Act, why not obtain state 
and territory government agreement to repeal all extant association incorporation acts (or 
similar) and add a relevant chapter to the Corporations Act, with those incorporated 
associations which are reporting entities complying with the full provisions of that Act like any 
                                            
7  This also resulted in the suspension of the mandatory status of the entire the conceptual framework (Soh, 1993). 
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other corporation? That would cater for the reporting entity/non-reporting entity dichotomy8
 
, 
promote national uniformity of external reporting requirements for corporations (which 
includes incorporated associations), and involve one less statute that relevant parties need 
to address. 
It is unlikely that relevant legislation can or should prescribe a detailed system of 
non-financial reporting for incorporated associations, but that legislation should strongly 
advocate same in general terms. 
 
The above criticisms of the Discussion Paper can be made equally against other reporting 
frameworks eg. the Corporations Law.  Since those shortcomings are so entrenched in our 
external reporting systems there is a danger that they may be dismissed easily.  However, 
such dismissal is likely to result in a continuation of long-running criticism of accountants and 
the accounting profession and not result in the satisfaction of users' information needs. 
                                            
8  For example, the Corporations law already has reduced reporting requirements for exempt proprietary limited companies. 
In addition, the Discussion Paper already recommends (p.57) modelling amendments to the AIAs on the Corporations Law. 
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